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The Scope and Application of
Certified Appraisals*
By G. B. Waterstraat
The history of appraisals dates to antiquity, in that every
transaction was based upon value in one sense or another.
Appraisals entered into the old transaction of barter and exchange.
The traders appraised in their own minds the value of the article
in exchange.
The first certified appraisal was prepared about 1894. It con
sisted of a disinterested inventory of a plant. While similar
appraisals may have been prepared before that time, it is recog
nized that the present-day appraisal had its inception in the
preparation of the inventory of plant assets. With the continued
use of the inventory, the appraisal developed and its scope has
broadened to such an extent that it would be impossible for
anyone to enumerate the various uses of appraisals today in indus
trial organizations.
The first step after the inventory of plant assets was the fixing
of unit prices and the determination of replacement value of the
plant. The word “replacement value” has since been changed to
“reproductive value” or “cost of reproduction new.” Still the
appraisal or inventory was incomplete, as the listing and pricing
did not disclose the actual or net value of the property. As no
effect had been given to condition, usage, etc., the logical step
which followed was the establishment of accrued depreciation as
of the date of the appraisal. In this manner the sound value was
determined.
Fundamentally the appraisal of today is an inventory of plant
assets and if properly applied and followed will serve as a plant
record. Buildings and building appurtenances should be listed
in detail, followed by machinery and equipment, showing quan
tities, descriptions and unit prices with proper identification, using
either building designations and serial numbers in case of machin
ery and major equipment or the machine numbers in vogue in the
plant. Tools and dies also should be properly identified and
listed in detail.
* Address delivered at a meeting of the Illinois Society of Certified Public Accountants.
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The method of listing and compilation is frequently altered to
conform with the list of classifications or ledger accounts. At
times the appraiser is requested to list the machinery by plant
units so that the investment in machinery and equipment on
particular operations can be more readily determined. In an
other case, it may be desirable that the appraisal be departmental
ized. The appraiser is always willing to coöperate for the best
interests of his client, and without materially increasing the cost
of an appraisal its advantage can be greatly enhanced.
The detailed appraisal is too well known to require any elabo
rate explanation. It should consist of a bill of material which,
while unimportant from the accountant’s viewpoint, is an im
portant record in insurance problems. It should include building
appurtenances, pipe and fittings, water, steam, heating, sewerage,
electric lighting, elevators and so on, which are of a permanent
character and are not subject to change, whereas the machinery
and equipment may be moved continually to expedite operations
and effect economy. Therefore, this part of the appraisal
must be in complete detail for reference and ready identification.
The detailed list or inventory of the plant, the percentage and
amount of accrued depreciation and the segregation of non-burn
able portions, constitute what is known and recognized by all
companies as a detailed appraisal.
A modified type of appraisal is prepared to effect economy
under different titles. The listing and gathering of details is
curtailed. General descriptions of buildings are substituted for a
bill of materials. The same method is followed with building
appurtenances. Appraisal companies have various methods of
preparing the report just mentioned. For reference purposes the
report usually furnishes a complete list of machinery and major
equipment but transmission and other classes of equipment are
shown in totals by the buildings, floors or departments where they
are placed.
With these two types of appraisals it is the custom of the ap
praisal companies to furnish supplemental reports. They con
sist of recapitulations by buildings and classifications showing the
total reproductive values, percentage and amount of accrued de
preciation and net sound values for accounting and financial pur
poses. Values are also set forth for insurance purposes showing
the value of exclusions, or non-burnable portions, depreciation on
gross burnable values and net insurable values. While curtail
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ments are made in the event of fire, supporting details for proof of
loss are available from the appraiser’s notes.
In the case of concerns which are desirous of maintaining the
most careful record of their physical assets, the modified appraisal
will prove unsatisfactory in comparison with a detailed appraisal.
Another type of report eliminates all data and shows only by
buildings and by classifications the reproductive value, the
amount of accrued depreciation and net sound value. This type
of appraisal will serve in cases where a disinterested estimate of
value is desired to support financial statements or as a preliminary
valuation in any negotiations for financing, consolidations and
mergers. This type of report is acceptable to financiers who are
not interested in a mass of details which is so valuable to the ac
countant, cost department, purchasing department, engineer
ing department, etc.
Usually this type of appraisal is desired for a specific purpose
and speed is its essence. The appraisal is known as an “engi
neer’s report.” In its preparation the appraiser uses his ingenuity
to the full extent in submitting values without details. It is
sometimes submitted as an estimate of values for a preliminary
set-up in financial negotiations, to be substantiated by a detailed
appraisal. After a comparison between the estimated value
and the more thorough substantiating valuation, the appraiser is
frequently called uncanny. Yet his ability or faculty is merely
the result of life-long study of a specific subject.
In explanation of the foregoing forms of reports no cognizance
has been given to any other method of determining values—by the
cubical contents, square-foot area, or in specific industries on the
machine units—as these methods are usually applied only to
obtain an approximate value and are principally used because of
economy.
Opinions are frequently expressed that the basic factor, cost of
reproduction, creates an appreciated value. This may be true,
yet it assures a uniform basis for all appraisals. On utility prop
erties efforts have been made to establish average prices or
values. The methods have proved unsatisfactory. After the
war period values fluctuated and consideration was given to the
advisability of establishing as a basis, “normal values”—in other
words, medium, or the average of, values between 1913 and 1920.
But 1921 values were lower than those of 1920; 1922 values in
creased and in 1923 another increase was experienced, so that it
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obviously is not possible to determine a standard normal basis.
As values between the beginning of 1921 and the present day,
however, have been stabilized; as there is every indication that
they will remain stable, and in view of the life of mechanical
equipment especially, it is fair to accept the reproductive values
as a standard basis where appraisals are used in the ordinary
course of business. It is because of the appraiser’s viewpoint
that reproductive values as of the day of the appraisal shall be the
basis that frequently the opinion is expressed, in case the ap
praised value is in excess of book values, “The appraisal is too
high.”
The following case may be cited as an example of variance be
tween appraised value and book values.
A few years ago an appraisal of properties was prepared showing
a certain building to have a reproductive value of $50,000, with a
very heavy percentage of accrued depreciation, indicating to
anyone familiar with the analysis of appraisals that the building
was in a very bad state of repair. This condition was recognized
by the management. The proper step would have been to demolish
the building and rebuild, but the building code would not permit
the erection of a similar building. Consequently the management
decided upon rehabilitation of the building, which was done.
A fire completely destroyed the building and its contents.
Reference was made to the appraisal which had been brought
up to date annually, and the appraiser was condemned, as the
appraised value was completely out of line with the value of the
structure as shown by the plant ledger.
To the reproductive value determined by the appraiser, the
assured added the expenditures on the buildings, amounting to
$30,000, as shown by the books of account. This the assured
considered the reproductive value, and depreciation, because of
the rehabilitation expense, was reduced to a figure commensu
rate with the better condition of the building. The statement
was submitted to the adjustor. The adjustor diplomatically ac
cepted the statement, saying that everything was satisfactory;
that if the assured would furnish bills of material or proof of loss
of the buildings and appurtenances, adjustment would be made.
Appeal was made to the appraiser to furnish the data in the
proper form requested by the adjustor. A thorough investigation
and analysis was made of the ledger account by vouchers and
submitted to the appraiser. Innumerable items of labor were
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shown, as well as materials purchased and requisitioned from
stock. It was quite evident that in the rehabilitation work the
reproductive value of the building had not increased, although the
factor of accrued depreciation had been reduced to a minimum.
This explains the reason why book values may be in excess of
appraisals. This condition frequently occurs where changes and
improvements are made in buildings. To the original value as
carried on the books of account, the cost of tearing out is charged
in addition to the improvements, and it is impossible for the
appraiser to meet these figures.
It is conceded that no inventory of the property, even at the
original cost, will agree with the books of account. If a compari
son is made with the reproductive values and the value is ex
cessive the assumption is that the enhanced value shown by an
appraisal is caused by an appreciation or an increase due to repro
ductive value of the properties appraised. This is not the case; a
conservative policy of accounting may understate property value
a year after erection and installation.
The question may be asked, “If the appraiser is disinterested
and competent to determine sound values, why establish the
reproductive value and accrued depreciation to arrive at the
sound value?” Obviously a net value, while it may prove suit
able in a real-estate transaction, would not apply to either ac
counting or insurance requirements. Therefore, the method em
ployed universally by appraisers is a natural development. The
original appraisal inventory was prepared to meet a stipulation of
insurance policies that the assured shall furnish verified plans and
specifications of buildings and itemized lists of machinery and
equipment, but the policies also stipulate that the monetary
consideration or damage in the event of fire shall be based upon
the cash value. Fortunately the term is qualified, i. e., replace
ment values less exclusions and depreciation.
It is apparent that years ago in the evolution of fire insurance,
a close relationship existed between the risk companies and the
counting house, as the basis of accounting practice is applied in the
insurance formula.
The term “reproductive values,” however, can not be accepted
in its full sense, as the appraiser does not necessarily value on the
cost to reproduce. The accepted theory is to reproduce “of like
kind and quality.” As an illustration, a plant erected some 75
years ago, consisting of a principal building built of walnut, the
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timber then available in that community, has withstood the
ravages of time and meets industrial requirements today. The
lumber is in splendid condition, due to favorable climatic condi
tions. If the appraiser were to value the material at its present
market price, it would create a value which would not be recog
nized by an insurance company in the adjustment of a loss, and it
is doubtful whether or not such a value would be acceptable to an
accountant, because it could not be construed as a utility value.
The appraiser’s practice, when such conditions exist, is to de
termine a replacement value based upon the use of materials
commonly and customarily employed in the construction of a
building of the particular type under discussion.
The same problem confronts the appraiser in the determination
of the value of special machinery. The manufacturer has a basic
machine for a certain operation. His organization visualizes an
improvement on a machine which will encompass several opera
tions. The ideas are given to the designing department and a
large sum of money is spent in designing, experimenting, etc., to
place the improved model in operation in the shop. What is the
value of that machine? The original cost to produce, or the cost
of reproduction, utilizing all drawings, patterns, etc.? It is
universally accepted among appraisers that the machine can be
valued upon the cost to reproduce.
“Fools rush in where angels fear to tread” can aptly be
applied to the subject of depreciation—a subject which is so
academic that the volumes written upon it in the course of
a few years would comprise a library in themselves. After all,
there is no fundamental rule which can be applied without
some deviation, however slight, in each individual case. Even
insurance companies fail to define the word which is of so great
financial importance in the event of fire. Business was satisfied
up to a few years ago to apply depreciation annually; possibly, in
the majority of cases, consistently each year. Other companies
based depreciation upon a reflection of the profits, and in some
classes of properties it was based upon production. The
agitation on the subject, however, during the past 25 years,
has resulted in serious thought. Uniform annual rates ap
plicable to classes of property have been established by trade as
sociations; the federal trade commission has recommended rates
applicable to various industries, and the tax department has its
set of annual rates of depreciation. But in this modern age—this
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age of rapid growth and advancement, in building up and tearing
down—who will guarantee that any schedule of annual rates will
survive the anticipated life? The appraiser avoids the subject of
annual rates of depreciation unless he is especially requested to
analyze conditions, and then he only offers his recommendations.
In the matter of accrued depreciation, however, he has no hesi
tancy in the expression of his opinion because experience has
taught him that depreciation is a matter of observation and
judgment based upon years of study and training. In determin
ing the percentage of accrued depreciation, the appraiser will
consider all the elements of depreciation which have been sug
gested and will then proceed to determine the percentage of de
preciation based upon four factors—age, wear and tear, condition
and obsolescence.
Age is a factor of life. It is as uncertain in material things,
such as buildings, machinery and equipment, as man’s expectancy
of life. A modern building may rise today and in a few brief
years may be for some reason or other completely changed in its
complexion, or may be razed for some public improvement.
Likewise, in this day of competitive struggle for improved prod
ucts and economy, a machine may serve a purpose today and
possibly in a year be salvaged.
Wear and tear is the greatest influence in the life of property,
be it buildings, machinery or equipment. The type of construc
tion of the building, the character of the industry, the particular
operation of the machine, sometimes climatic conditions and
special deteriorating influences, are points which tend to increase
or decrease this factor of depreciation. In a particular industry
the life of a machine may be a year or two, yet through proper and
careful maintenance and replacements it may serve for a longer
period. Then again its life may be estimated at ten years, and
twenty years later it may still be operating efficiently.
Condition is an important factor in the life of either a building
or a machine unit. Where buildings are well constructed and
properly maintained, the life can be greatly extended, reducing
the average annual rate of depreciation to a minimum. A build
ing may greatly outlive its normal life based upon accepted rates
of depreciation. The same principle applies to machinery. How
often have we seen machinery in a state of deterioration, due not to
the use which the machine has been given, but through lack of
attention and of maintenance. The appraiser stresses this factor.
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The next factor, one which is of the utmost importance, is that
of obsolescence. Important, in that in the judgment of the ap
praiser he may depreciate plant assets ruthlessly and in keeping
with obsolescence to the point of 80 per cent. or 90 per cent., the
remaining value being salvage or scrap value. In some of our
institutions today—successful institutions—this factor of depre
ciation would reduce the value of the property to a minimum, yet
in the same plants, through personal efficiency and so forth, the
properties are earning an amount of profit greater in proportion
than competitors with buildings, machinery and equipment of the
most modern type, and the profit per unit in the obsolete plant is
greater than in the modern plant. Therefore, while the appraiser
may consider obsolescence, it is difficult to do so conscientiously in
every appraisal undertaken, because the fee for the appraisal is
not sufficient to enable the appraiser to make an examination of
the efficiency of the machinery, etc. In the case of buildings it
may be obvious that obsolescence is a factor and depreciation
should be determined accordingly. Another point it might be
well to consider is that obsolescence usually means inefficiency and
increased cost of production.
It has been indicated that a plant in the judgment of the ap
praiser may be obsolete and yet make a profit, whereas a modern
plant in the same industry may show only a proportionate profit.
Reference may be made to another industry where the plant of
the antiquated type can not compete with the modern plant. In
the modern plant one machine handles the operation of five
machines in the old plant. The comparison of the cost records of
the two institutions discloses that obsolescence has insidiously done
its damage. In the antiquated plant the cost of production is
considerably higher than in the modern plant. The company
remains in business, however, and makes a small profit, and the
management is satisfied with conditions. Therefore, the ap
praiser’s values must take cognizance of a going concern.
Obsolescence of machinery may not materially affect the value
of that particular classification. Obsolescence may be an impor
tant factor in the appraisal of tools, dies and jigs, especially
where frequent changes are made in the design or model of a prod
uct to which the appraiser gives weight in the rate of accrued
depreciation.
In the appraisal of properties special tools, dies and jigs may
not be included, the management believing that the records will
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suffice. Or the appraiser may be called upon to accept the book
value, making a sufficient investigation to determine that the book
value is conservative enough to enable him to certify to the
total value. When such lump-sum value has been decided upon,
the certificate accompanying the appraisal contains a qualifica
tion that the valuation or cost has been taken from the books of
account and is, in the opinion of the appraiser, conservative.
However, the appraiser is frequently requested to assume all
responsibility in the listing and valuation of the tools, dies, jigs
and fixtures, which is done in complete detail by individual items,
showing number or drawing number, giving descriptions for iden
tification, and placing a value commensurate with the cost to
reproduce. In such cases the appraiser determines a composite
rate of depreciation on each class of tools, dies or jigs. This
composite rate not only takes into consideration wear and tear
and usefulness as a whole, but an investigation is also made re
garding changes in models or product which would have a bearing
upon the state of obsolescence and is considered in the composite
rate. In many plants the appraiser finds a careful segregation of
live tools and obsolete tools. In such cases his work is greatly
simplified.
Utility value is a phrase like many others that is heard occa
sionally in appraisals. As there is no formula for utility values,
the appraiser is obliged to make his own interpretation. Utility
value should be included in every appraisal prepared in accord
ance with the standard methods which have been heretofore
reviewed.
The reproductive value can not be enhanced or lessened by
utility, but the effect of utility can be taken in depreciation. As
an illustration, an old, established and prosperous concern
proposed a change in its financial structure and the issuance of
bonds. It is well known that the value of the property is an
important consideration in financing. A new building had been
erected on the plant site in 1919 and completed early in 1920,
which, the appraiser was advised, represented a cost of over
$150,000. It was erected in expectation of a continued large
volumeof business, but because of the slump of 1920 the new build
ing was not placed in operation. This incident occurred in 1922
or 1923. The banker considered the utility value and suggested
deduction from capital account. As this is a problem which may
be frequently encountered, let us analyze the method followed.
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The appraiser followed the formula of placing reproductive
values. Whether the 1923 appraised value was more or less than
the cost in 1919 is not important. The accrued depreciation was
slight, as it was a substantial building, and as it had not been used
the maintenance charge was low. The actual depreciation could
be only deterioration through age. Therefore, the net value of
the building, all things being equal, might have been slightly less
than the original cost. It would be severe to penalize the capital
accounts. From the viewpoint of utility it may have represented
100 per cent. depreciation. It could not be leased because of its
position on the plant site, the plant consisting of some thirty
buildings. It was not necessary for storage purposes. If the
building was demolished, the value might have been minus 100
per cent. because of the cost of demolishment. The building was
in reality a complete new unit of operation. It was suggested
that the old portion of the plant manufacturing the product for
which this new building was erected be transferred to the new
building, and this was the step that was taken. The result was
the discovery that since the old building had been erected in
1888, the cost should have long ago been absorbed in deprecia
tion. However, its value on the books was $35,000, which was
charged off as a deduction from capital assets, and advantage
of the charge was taken in income-tax schedules. The expense
of moving was $10,000.
The net result of this change was a saving of over $100,000 in
capital assets, with improved conditions. No doubt the capital
deduction and expense involved were reflected in the reduction of
cost of operation.
The same principle may be applied to machinery. Let us take
a case of a machine purchased for a certain operation. The
quantity of the product turned out by this machine requires only
three hours a day in comparison to the usual nine-hour schedule.
Shall this machine be depreciated on its utility basis, or should the
interest on investment, the depreciation and the burden be
charged to the cost of the operation? The latter may be the
most advisable method in order that the cost of the product may
be accurately determined in comparison with the cost of purchas
ing a similar product in the open market. It may be advisable
to sell or scrap the machine when such a comparison has been
made, and yet from an economy viewpoint the three hours may
represent 100 per cent. utility.
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Utility value is frequently confused with idle machinery and
equipment. It is customary for the appraiser to list such equip
ment under separate classifications and depreciate to the point of
salvage value. Idle machinery and equipment are always given
effect in appraisals.
Another illustration of utility may be mentioned in the case of a
well known concern organized in the early 60’s in the center of the
source of raw materials. Large units were continually added to
the plant up to 1890. The properties were operated to full capac
ity over a long period of years and during the war period they
were operated day and night. A peculiar condition occurred,
however, after the war. The source of raw materials was moved,
and at the present time only about 50 per cent. of the capacity of
the entire plant is in operation. The remaining units are idle and
yet in splendid operating condition. Appraisal practice may
determine the sound value on reproductive value less depreciation,
giving effect, however, to the factor of idleness. This method of
determination of values would be acceptable to an insurance
company. However, the amount of insurance carried under the
co-insurance clauses has caused the management to give serious
consideration to the premium paid. Consequently a question
has arisen regarding the consideration of utility value, in an
effort to reduce the value to a nominal amount. However, the
form of policy uses the customary language with reference to
determining cash value. The utility effect on depreciation can
be included only by agreement with the insurance company.
In plants where this condition prevails it is advisable that the
most thorough investigation be made and the appraisers advised
in the premises before their work is undertaken, so that there may
be a complete understanding between the management and the
appraiser, and proper qualifications stated in the appraiser’s
report.
Sometimes questions arise concerning the costs of production.
Do they include depreciation based upon reproductive value?
This question is food for thought. Again an individual case may
be used for illustration. What is the policy of the management in
the determination of costs? What is the basis of the cost system—
the cost value of buildings, machinery and equipment, or an
appraised value since the peak period? It is a matter of policy.
Shall the cost of production include every possible item entering
into the manufacture of the product and then the selling price be
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determined arbitrarily? Or, shall the cost represent minimum or
direct charges and a percentage be added to fix the selling price?
Let us consider how the cost of production would be affected by
depreciation. We have a machine purchased in 1915, below the
1913 market. Its life is assumed to be ten years. However,
through proper maintenance the machine is still in operation.
The purchase price of the machine was $1,000. The machine has
now been fully depreciated. Depreciation was included in the
cost of operation. It has been decided to scrap the machine.
However, the purchase price of a similar machine today is $2,500.
It is obvious that on the purchase price today sufficient depre
ciation has not been charged. Consequently, the cost of the
product has benefited to the extent of depreciation on original
cost. If the principle applies to the entire plant erected in 1915
and if the plant now must be entirely replaced, a loss has been
suffered through the period of operation. Sufficient reserves have
not been set aside. Consequently the answer is refinancing.
On the other hand the same machine may be purchased at the
same time at the same price with appraisals of the properties in
the interim and depreciation adjusted to reproductive values.
The costs are higher, but sufficient reserves have been consist
ently set aside, so that when the machine has completed its use
fulness, the cost of production has been charged with the depre
ciation on the reproductive value and reserves should be sufficient
to replace the machine, or in a broader sense, the properties.
In submitting this example, attention should be directed to an
important consideration in making adjustments of book values to
conform with appraised values. The properties, through con
servative accounting, may be carried at a nominal value. Items
of minor additions and improvements which are rightfully a part
of the physical make-up of the plant have been charged to expense.
Consequently, the depreciation on the book values is ultra-con
servative. An appraisal is prepared showing appraised values in
excess of book values, not necessarily through appreciation or an
increased cost of reproduction but because of a conservative
method of charging items to expense. The profits of the com
pany over a period of years have been definitely established and
the earnings in proportion to the capitalization are satisfactory.
It should be called to the management’s attention by the account
ant that, as the appraisal shows a higher value, it necessarily
follows that the amount of annual depreciation on the reproduc346
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tive values will be greater than under the conservative method,
and thereby profits will be affected.
While on the subject of adjusting books of account to conform
with appraised values, it may be noted that the appraiser takes
the position that his function embraces only the determination
of values. Books of account are outside his sphere of activity.
The appraiser should make no recommendations to executives or
accountants as to the best method to be followed. While it is
true that appraisal organizations have in their employ men com
petent to make an analysis, I believe that appraisers universally
have refrained from entering the field of accountancy. In the ap
praiser’s activities he has the benefit of association with accountants
through whom he learns of their individual problems in many
concerns. It might be stated that in one case there were five
different methods of adjusting books of account considered.
A concern in business twenty-five years decided that it would
be desirable to eliminate an item of goodwill. As several ap
praisals of the properties had been prepared the management
knew that the appraised value of the properties was greatly in
excess of the book values.
In the elimination of the goodwill, it was decided to establish
appraised values as an offset on books of account. In arranging
for the appraisal the management submitted a previous certifica
tion of value in summary form, consisting of but one page, show
ing the reproductive value, the amount of accrued depreciation
and net sound value of the plant. This statement was made:
“We borrowed a million dollars on the strength of this report and
it will suffice for our present purposes.” The appraiser agreed
that the character of report would suffice, but recommended that
the plant be appraised in complete detail to substantiate books of
account as of the date of the entry.
In making the recommendation the appraiser judged that while
the board of directors had the power and authority to make the
change, yet some time in the future dividends might decline or be
passed, and minority stockholders might then, possibly unjustly,
question the wisdom of the change, possibly causing the manage
ment embarrassment. With a detailed appraisal, however, sub
stantiating the book entries, there could be no question of
the justification of the action of the board of directors. After
deliberation of several days, the suggestion of the appraiser was
adopted.
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Many appraisal reports qualify the valuation with the expres
sion “as of a going concern,” meaning that the values have been
applied on the assumption that the concern is a going and profit
able organization as of the date of the appraisal. The term should
not be interpreted, however, to mean going values or intangible
values, which the appraiser does not take into consideration. It
is recognized that in the case of public-utility concerns, there is a
going value or an intangible value. In an industrial institution
operation and output are assumed to be subject to the ability of
the sales department to keep the properties operating to capacity.
Extensions should only be made because of increased sales, and
here again would be 100 per cent. utility value.
In the case of public utilities, however, going values are recog
nized. The appraisal of public-utility properties is a subject in
itself and is outside the scope of this paper, which is concerned
only with industrial properties.
The advantages of an appraisal for sale or purchase purposes
may be summarized under the one heading of determining the
sound value of physical assets to be transferred. In the com
modity market, the price for which certain items are exchanged
is pretty well established generally. However, a composite
property, as in the case of a manufacturing plant, does not
have an established market value until the property has been
thoroughly analyzed as to its utility to the person or firm intend
ing to purchase it.
An accurate appraisal, which includes a careful examination and
analysis of the individual component parts of the property, estab
lishes, if it is carefully prepared, the value of the then existing
properties to anyone interested in the purchase or sale of them.
It is often stated that there is but one value to a property for sale
or purchase purposes, and that statement is true, provided the
management and organization operating the properties are taken
over by the purchaser. In this case the value is based upon a
going concern.
On the other hand if merely physical property is transferred
to be operated by new management unfamiliar with the actual
physical working condition of the component parts, a deduction
would have to be made commensurate with the extent of the
operations dependent upon the familiarity of the organization
with the properties being sold.
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In cases where a property is transferred, maintaining the
management of operation, allowance should also be made to cover
the effect of changing even the operating organization heads.
A great many of these elements can not be accurately measured
in so many dollars or cents, but they can be estimated with
reasonable accuracy after a careful study of the details of the
transaction and consideration of how the organization will be
affected, if at all, by the transfer.
It is a well known fact that if a composite property is sold by
one organization to another, an accurate appraisal showing the
sound values of the properties as of the date of the sale is a correct
basis for the setting up of invested capital, and the value of an
appraisal for that purpose alone should not be underestimated.
One class of service which either the accountant or the appraiser
may be called upon to perform is the inventory of merchandise,
stock and supplies. There is no phase of the service rendered
where a closer cooperation and coordination is required. The
appraiser has the advantage in the shop in listing the inventory
and in the supervision of the count and because of his long years
of shop practice his work should result in a more accurate inven
tory. The accountant, on the other hand, through his knowledge
of books and computations of costs, is qualified for the pricing
and checking of the prices, especially where product in process
and finished materials are concerned.
It is customary to price the inventory from the cost records on
the assumption that the management has exercised extreme care
in the installation of an accurate cost system. Raw materials
and supplies can be priced from vouchers, catalogues or market
quotations. It is advisable when the appraiser or the accountant
prices the inventory from the client’s records, to spot-check here
and there to verify the correctness of the basis. Usually
the appraiser certifies only to the count and calculations, qualify
ing in the certificate of value that the prices have been obtained
from the client’s records, and I believe that the accountant
follows the same practice.
It may be well to mention that in many industries obsolescence
is a factor that should be considered in inventories. An infant
industry, but one of importance in the country today, is seriously
affected by obsolescence, because models are changed almost
monthly. This feature should be recognized in every inventory,
and it would be appropriate when inventories are taken by the
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accountant or the appraiser to recommend that the inventory be
submitted to the engineering department, or to others competent
to determine the stock, process parts or finished material which
is of an obsolete type. Beyond a certain quantity for replace
ments and repairs obsolete items should be materially reduced—
practically to a salvage value. For the accountant or the ap
praiser in the average industry to determine the cost on each
individual item in the industry would require an exhaustive in
vestigation, and the expense of such a task may be prohibitive.
Therefore, it may be assumed that where the concern is ap
parently in going condition the cost record may prevail.
While on the subject of inventories, it may be pertinent to call
attention to the cost of the annual inventory to determine the
value for books of account. It requires preliminary work prior
to the date of the inventory and necessitates a considerable force
of men to do the counting in the period when the inventory is
taken and the plant shut down. It also requires additional time
in the office departments in pricing, making calculations, etc., and
after the final value is determined and placed upon the books of
account, the inventory is filed as a matter of record.
In some organizations the rule-of-thumb method will suffice,
based upon previous inventories, but that plan is not generally ac
ceptable. Consequently, considering the expense involved in the
inventory, full advantage should be taken of the record, showing
quantity and description of items, which has been prepared. The
inventory should be referred, to secure the full benefit of it, to the
purchasing department monthly so that this department may be
more familiar with the stock and supplies distributed throughout
the plant. It should also be referred to the foremen and stock
keepers so that all may be informed and so that supplies which
would be otherwise purchased from outside, may be requisitioned
from various stock rooms or departments until the supply has
been reduced to a normal quantity.
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